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SUBJECT: Teacher Retention Tax Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

AMENDMENTSIMPACT REVENUE. A new revenue estimateis provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT'S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY.

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUWVVARY OF BI LL

Under the Personal Income Tax Law (PITL), this bill would allow a credit for
credential ed teachers based on their years of service as a credential ed teacher.
The credit would be capped at 50% of the inconme attributable to teaching. The
credit anmount would range from $250 for teachers with four years of service to
$1,500 for 20 years of service.

SUMVARY OF AMENDMENT

The June 15, 2000, anendnments deleted the intent |anguage for tax provisions of
t he Budget Act of 2000, and added the credit discussed in this analysis.

EFFECTI VE DATE

As a tax levy, this bill would becone effective i medi ately upon enactnent and
woul d apply to taxable years beginning on or after January 1, 2000.

LEG SLATI VE H STORY

SB 1438 (Rainey - 2000) would have allowed a 100% credit for up to $200 of
qgual i fyi ng educati onal expenses paid or incurred by a parent or a teacher at a
qual i fyi ng educational institution. This bill failed passage in the Senate
Revenue and Taxation Conmittee.

SB 1752 (Poochi gi an — 2000) woul d have all owed a 100% deducti on of up to $500 for
unr ei mbursed qual i fying classroom educati onal expenses paid or incurred by a

qualified teacher. This bill was held in the Senate Appropriations Conmittee.
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ABX 13 (Runner - 1999) would have all owed a deduction for 100% for costs paid or
i ncurred by a teacher for classroom supplies used in teaching grades K-12 at any
school in this state. This bill was held at the Assenbly Desk.

AB 336 (MIller - 1997) would have allowed a credit for qualifying classroom

educati onal expenses, not to exceed $500, that are paid or incurred by a
qualified teacher at a qualifying educational institution. This bill failed
passage in the Assenbly Appropriations Conmittee.

SPECI FI C FI NDI NGS5

Exi sting federal and state |aws provide various tax credits designed to provide
tax relief for taxpayers who incur certain expenses (e.g., child adoption) or to
i nfl uence behavi or, including business practices and decisions (e.g., research
credits or econom c devel opnent area hiring credits). These credits generally
are designed to provide incentives for taxpayers to performvarious actions or
activities which they may not otherw se undert ake.

Exi sting federal and state |aws provide various tax credits that are used to
reduce the taxpayer's tax liability dollar-for-dollar. Tax credits, unlike
deductions, are clained after taxable income has been cal cul ated and do not

create differences between the taxable incone anbunts shown on the federal and
state incone tax returns.

Current federal and state |aws do not provide a tax credit for teachers.
Under the PITL, this bill would allow a credit for credential ed teachers based

upon the years of service as a credentialed teacher. The credit anobunt would
vary as follows:

Years of Service Credit
At least 4 but less than 6 years $250
At least 6 but |less than 11 years $500
At least 11 but less than 20 years $1, 000
20 or nore years $1, 500

The credit could not exceed 50% of the anobunt of tax that would be inposed on the
teacher's sal ary, excluding pensions or other deferred conpensation, after
application of the standard deduction or item zed deducti ons.

“Credential ed teacher” would nean a person that holds a prelimnary or

prof essional clear credential as determ ned by the Comm ssion on Teacher
Credentialing. “Qualifying educational institution” would mean any public or
private el enentary, secondary, or vocational-technical school located in
California, including any federal agency or instrunmentality providing such
education on an Indian reservation or mlitary installation within California.

The credit could reduce regular tax below tentative mninumtax. Excess credit
anmounts woul d not be carried forward.
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Pol i cy Consi derations

The bill does not specify a repeal date, which is used in many tax
provi sions as a nechanismfor the Legislature to review credit provisions
and to determ ne whet her they should be continued.

| mpl ement ati on Consi derati ons

The conputation to determ ne income attributable to service as a teacher for
pur poses of the 50%limtation is very conplex and woul d require taxpayers
to determine their tax liability twice (once including the teaching incone
and once excluding it) tolimt the credit. The conplexity of the
l[imtation may cause taxpayer confusion and frustration. It is anticipated
that calls and inquiries regarding the credit would increase depart nment
wor kl oads. O ean-up legislation may be appropriate to provide a sinplified
cal cul ation to reduce taxpayer confusion and departnental costs.

I mpl enenting this bill would require sone changes to existing tax forns and
i nstructions and i nformation systens.

FI SCAL | MPACT

Departnental Costs

It is estimated that inplenmentation of this bill would cost $850, 000 for
fiscal year 2000-2001 with ongoi ng annual costs of $470,000. It is

antici pated that phone calls to the departnent woul d i ncrease because of the
degree of conplexity to calculate the credit limtation. This estimte
assuned the departnment woul d receive 60,000 additional calls and additiona
hours woul d be required for processing the returns. This estimate al so
assuned 4000 hours for progranmm ng and testing for changes to the PIT system
due to the scaled credit anount.

Tax Revenue Esti mate

This proposal is estimated to inpact PIT revenue as shown in the follow ng
t abl e.

Fi scal Year Cash Fl ow
Taxabl e Years Begi nning After Decenber 31, 1999

$ MIIlions
2000-01 2001-02 2002- 03 2003- 04
-$218 -$188 -$202 -$217

Thi s anal ysis does not consider the possible changes in enploynent, persona
i ncone, or gross state product that could result fromthis neasure.

Tax Revenue Di scussi on

The revenue inpact for this bill will be determ ned by the nunber of
gual i fied teachers, the length of service of credential ed teachers claimng
the credit and the ampbunt of credits that can be applied agai nst avail able
tax liabilities.
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It is projected that for the first tax year, 2000, approximately 300, 000
public school teachers and 40,000 private school K-12 teachers will qualify
for the credit. Information obtained fromthe Departnment of Finance on
teachers, years of service, and salaries was used in the analysis. The rate
at which credits would be applied against tax was derived fromstate tax
return data for enpl oyees with conparabl e incones.

PCSI TI ON

Pendi ng.



